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Abstract 
As part of a broader work, the object of this article is the study of budgetary policy, as a tool for 
mitigating cyclic fluctuations in the economy. The following analysis indicators were used: public spending for 
economic actions, the real Gross Domestic Product and the structural budget deficit, on the basis of which the 
type of budgetary policy adopted in Romania between 1996 and 2011 was established. The economic spending 
and the GDP are expressed in millions of RON, comparable prices, the switch to current prices was achieved 
with the aid of the Consumer Price Index, with 2012 as the baseline year, and the structural budget deficit is 
expressed as a percentage of the GDP and were taken from the database of the National Statistics Institute and 
of the European Commission. The research carries out a review of the literature regarding budgetary policy, the 
way in which this contributes to the mitigation of cyclic fluctuations and identifies the budget measures taken in 
Romania between 1996 and 2011, with an emphasis on analysing public spending for economic actions. Then, 
through a quantitative analysis and an econometric model, it underlines the influence of public spending for 
economic actions on the Romania's real GDP and identifies the budgetary policy implemented by Romania. The 
results  of  the  research  emphasize  Romania's  economic  condition,  as  well  as  the  measures  taken  by  the 
government authorities in view of mitigating the cyclic fluctuations in the economy. 
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1. Introduction 
 
The  anti-cyclical  policies  of  influencing  the  aggregate  demand  start  from  the  Keynesian  theory, 
according to which the main cause of economic fluctuations consists in unwanted changes in the aggregate 
demand compared to the evolution of the aggregate supply. 
  The main economic policy tools used to act upon the economy, in view of fighting the crisis, established 
by Keynes, are: public spending; the tax system; the interest rate and the money supply; the social security 
system, etc. The tools can be split into three large categories: monetary policy, budgetary policy, and tax policy, 
and this work is focused on budgetary policy, as a tool for mitigating cyclic fluctuations. 
  The budgetary policy is part of a country's general economic policy. It represents an exclusive activity 
of the state through its budget, it touches upon the most important problems of local communities, it is a way 
through which a group of individuals take decisions that have effects on society, it actualizes budget revenues 
and spending and can be identified by the adjustments made on public spending and tax revenues in view of 
influencing economic growth and inflation. The Budget Plan is submitted to parliamentary debate.  
 
2. Review of the literature regarding budgetary policy  
 
The presentation of Romanian economists that were concerned with studying the budgetary policy is 
not exhaustive, but selective, choosing the most representative ones for this topic, according to the impact of 
their research on the theory  of economic fluctuations. Among these: Iulian Văcărel,  Constantin Tulai, Ioan 
Talpoș and Cosmin Enache  
  In  the  dictionary  of  economics,  the  budgetary  policy  is  defined  as  designating  the  conception  and 
actions of the state regarding public revenues and spending, the means of mobilizing revenues, the types and 
sizes of expenses through which one can intervene directly in case of instability, or for economic recovery. [1]  
  In general, the budgetary policy represents the expression of budget choices made by a public decision 
centre that aims for economic and social goals and has conjunctural stabilization, resource allocation and the 
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redistribution of revenues as its main functions. Through tax policy an important segment of the gross domestic 
product is included in macroeconomic planning.  
  This consists in increasing the central administration budget spending during the recession phase in 
order to maintain or to stimulate the aggregate demand. Public spending favour the aggregate demand through 
state purchases, sociocultural investments and investments in public companies.  
  The  economist  Iulian  Vacărel  considers  that  budget  policies  are  influenced  by  the  way  in  which 
'economic relations  in the form of money are expressed, which are established in the process of allocating the 
Gross Domestic Product, according to the economic, social and financial policy objectives' [7], and 'the public 
financial imbalance represents one of the manifestations of the general economic imbalance' [7], and if the 
economy records an unfavourable evolution this leads to a chronic public financial deficit, which can contribute 
to the augmentation of the other macroeconomic imbalances. 
  The economist Constantin Tulai underlines the 'significant role which budget policies and tools play in 
modern economy'. The forms of mobilization and allocation of revenues are not indifferent to the state of the 
economy, but are used as orientation and influence tools. [6] 
  Having another opinion, the economist Ioan Talpoş sees the budgetary policy as a basic policy, through 
which the role of budget forecasting and authorization is achieved, as an operative and compulsory main policy 
of the state. [5] 
  The  cyclic  fluctuations  in  the  economy  influence  the  budgetary  policy  adopted  by  government 
authorities; thus, balancing the public budget is necessary throughout the entire economic cycle. If the Gross 
Domestic Product is over the one associated with its long term trend, then some public spending, social transfers 
and public spending for unemployment benefits will decrease, and if the level of the Gross Domestic Product is 
under the one associated with its long term trend, public spending will increase. Thus, public spending has a 
dynamics strictly connected with the economic cycle dynamics. 'Changes occurring in these budget aggregates 
during the expansion (recession) phases of  the economic cycle, under caeteris paribus conditions, will self-
correct during the following recession (expansion) periods. The budget aggregates that register this kind of 
dynamics are called automatic stabilizers.' [2]  
  The action of automatic stabilizers can be enhanced or supported by various anti-cyclical mechanisms: 
the  imports  dynamics  has  a  higher  sensitivity  to  short  term  aggregate  demand  fluctuations,  the  private 
consumption tends to slowly adjust itself to income fluctuations, the behaviour of economic entities regarding 
savings tends to be stable over time, except for the situation in which there are negative anticipations regarding 
future permanent drops in work income or in capital turnover or reactions on the money market and financial 
markets. [4] 
  The public financial imbalance is tightly linked with the structural budget deficit. This 'represents an 
estimation of the deficit that would have been recorded in the absence of cyclic fluctuations of the economy 
(under the conditions in which the current GDP were on its long term trend). From this perspective, the structural 
budget deficit can be considered an expression of the degree of discretionary measures shown by government 
authorities in implementing the budgetary policy and can be used in estimating the type of promoted budgetary 
policy: expansionist or restrictive, pro-cyclical or anti-cyclical.' [2] If year on year the structural budget deficit 
increases, government authorities implement an expansionist budgetary policy, and if a decrease is recorded, a 
restrictive budgetary policy will be implemented.  
  When also taking the output gap into consideration, the impact of the budgetary policies on cyclic 
fluctuations in the economy can be underlined, as seen in Table no. 1:  
 
Table no. 1. Types of budgetary policy 
  Output gap 
Positive  Negative 
Structural 
budget 
deficit 
Increase 
Pro-Cyclical Expansionist 
Budget Policy 
Anti-Cyclical Expansionist 
Budget Policy 
Stagnation  Neutral budget policy  Neutral budget policy 
Decrease 
Anti-Cyclical Restrictive 
Budget Policy 
Pro-Cyclical Restrictive 
Budget Policy 
Source: precessing after Enache (2009) 
 
3. Analysis of public spending for economic actions in Romania, between 1996 and 2011 
In order to study the features of the Romanian budgetary policy, public spending for economic actions 
will be analyzed. This is of special importance because 'it influences the economic growth rhythm and the living 
standards of the population; it amplifies or restricts our participation in international economic exchanges.' [7] 
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  Public spending for economic actions is expressed in millions of RON, comparable prices; the switch to 
current prices was achieved with the aid of the CPI, with 2012 as the baseline year. During the analyzed period 
this represents, on average, 20% of the overall public spending and is second, after social spending. 
Public spending for economic actions is subject to an absolute decrease due to 'the restriction of the 
public sector of the economy, by way of privatizing the economic entities' [7] until the year 2004, after which it 
increases, with a long term ascending trend. 
 
Table no. 2. Dynamics of public spending for economic actions 
Years 
Economic 
Spending 
(millions RON) 
Economic Spending 
(millions RON, 
comparable prices) 
Economic 
Spending Index 
(%, previous 
year = 100) 
Economic 
Spending Index 
(%, 1996=100) 
1996  611,1  17980,5  100  100 
1997  777,9  8983,8  50  50 
1998  1068,3  7754,6  86,3  43,1 
1999  1581,8  7875,2  101,6  43,8 
2000  2438,8  8335,4  105,8  46,4 
2001  3273,7  8321,1  99,8  46,3 
2002  4263,8  8844,4  106,3  49,2 
2003  6828,3  12286,8  138,9  68,3 
2004  9092,5  14624,4  119  81,3 
2005  9631,7  14210,6  97,2  79 
2006  12846,1  17786,7  125,2  98,9 
2007  13558,3  17906,4  100,7  99,6 
2008  17088,6  20926,7  116,9  116,4 
2009  17165,8  19908,9  95,1  110,7 
2010  21196  23171,5  116,4  128,9 
2011  22646,7  23400,8  101  130,1 
Source: drawn-up by the authors on the basis of data of the INS (www.insse.ro) 
 
  Until 2008 the economic spending records lower values compared to the value of the baseline year, 
1996, as shown by the fixed base index, which was lower than 100 throughout this whole period. Chain base 
indexes show an oscillation of the values recorded year on year.  
 
 
Source: according to Table no.2 
Figure no. 1. Dynamics of public spending for economic actions in Romania  
 
The way in which public spending for economic actions influences the Romanian GDP was underlined 
by means of a regression, through a unifactorial econometric model with the form:  
GDP = α + β * economic spending + ε                                (1) 
 
  In the econometric model it can be seen that: (Figure no. 2) 
-  Multiple R is 0.92, which shows a very strong link between the GDP and  public spending for 
economic actions 
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-  R Square is 0.85, meaning that 85% of the GDP variation can be explained by the influence of 
public spending for economic actions; 
-  the resulting F value is 80.2, much higher than the critical F value (2.4), which means that the 
econometric model is correct; 
-  t Stat value associated with α is 3.15 and the t Stat associated with β is 8.9,both higher than the 
critical t value of 2.4. 
-  the estimated value of α is 111186,8 and the estimated value of β is 20,31  
-  P-value, which expresses the probability of failure of the test, is small for the indicator taken into 
account 
 
 
 
Source: according to Table no.1 and 2 
Figure no.2. The influence of public spending for economic actions on real GDP of Romania   
 
 
  This model shows a strong link between the real GDP and public spending for economic actions; in 
conclusion, the single factor econometric model in the case of Romania between 1996 and 2009 is presented in 
the following form:  
GDP = 111186.8 + 20.31 * economic spending                  (2) 
   
By interpreting this unifactorial econometric model from an economic point of view, the result is that 
for a 1 million RON increase in public spending for economic actions, the real GDP increases by 20.31 million 
RON. 
 
4.  Determining the type of budgetary policy implemented in Romania between 1996 and 
2011 
 
Another indicator of the budgetary policy is represented by the budget deficit. This is formed by the 
cyclical budget deficit (automatic stabilizers) and by the structural budget deficit (discretionary policies).  
  However, the concrete estimation of the structural budget deficit is a difficult enterprise due to the fact 
that there is no generally acceptable applicable methodology. In principle, the structural budget deficit estimation 
methodology entails running through the following stages: [3]  
-  Estimating the potential GDP and the deviation of the current GDP level compared to it (hereinafter 
referred to as 'output gap')  
-  Identifying  and  quantifying  the  cyclical  component  of  the  budget  aggregates,  on  the  basis  of 
determining their elasticity compared to GDP variations.  
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-  Eliminating  the  cyclical  component  from  the  current  levels  of  the  budget  aggregates  and 
recalculation of the budget deficit, the result being the structural budget deficit.  
  This  methodology is  used by some of the  most important international bodies and institutions that 
calculate and publish the size of the structural budget deficit. 
  The  values  of  the  structural  budget  deficit  for  the  analysed  period  were  taken  from  the  European 
Commission website; their dynamics was determined, then the Romanian real GDP was analysed in comparison 
with its long term trend, thus the output gap was obtained.  
By analysing these two indicators comparatively, according to the presented methodology, the type of 
budgetary policy adopted in Romania between 1996 and 2011 was determined. (Table no. 3) 
 
Table no. 3. Determining the type of budgetary policy implemented in Romania 
Years 
Real GDP    
(millions 
RON) 
Structural 
Budget 
Deficit 
(%GDP) 
Output 
Gap 
The dynamics 
of structural 
budget deficit  
Type of 
budgetary 
policy 
1996  332471,99  -5,4  Positive  Increases   Pro-Cyclical 
Expansionist 
1997  292187,17  -4,2  Positive  Decreases   Anti-Cyclical 
Restrictive 
1998  265683,06  -1,6  Negative  Decreases   Pro-Cyclical 
Restrictive 
1999  271339,15  -1,8  Negative   Increases   Anti-Cyclical 
Expansionist 
2000  274449,34  -2  Negative  Increases  Anti-Cyclical 
Expansionist 
2001  297644,78  -2  Negative  Stagnates   Neutral 
2002  311974,72  -1,3  Negative  Decreases   Pro-Cyclical 
Restrictive 
2003  347104,26  -1,3  Negative  Stagnates   Neutral 
2004  381190,8  -2,3  Negative  Increases   Anti-Cyclical 
Expansionist 
2005  413849,7  -2,3  Negative  Stagnates   Neutral 
2006  461210,26  -4,3  Negative  Increases   Anti-Cyclical 
Expansionist 
2007  529732,77  -5,3  Positive  Increases   Pro-Cyclical 
Expansionist 
2008  612055,08  -8,7  Positive  Increases   Pro-Cyclical 
Expansionist 
2009  573289,14  -9,1  Positive  Increases   Pro-Cyclical 
Expansionist 
2010  565512,36  -5,9  Positive  Decreases   Pro-Cyclical 
Restrictive 
2011  567695,02  -3,7  Negative  Decreases   Pro-Cyclical 
Restrictive 
Source: drawn-up by the authors on the basis of data of the European Commission 
(http://ec.europa.eu/economy_finance/ameco/user/serie/SelectSerie.cfm) 
 
The results obtained indicate quite a high level of inconsistency in the type of implemented budgetary 
policy,  the  longest  period  during  which  the  same  type  of  budgetary  policy  was  maintained,  Pro-Cyclical 
Expansionist, was 3 years, between 2007 and 2009. This type of policy had only been implemented in 1996.  
 
 
5. Conclusions  
 
In conclusion, we can state that the budgetary policy is an important part of economic policies and an 
important tool for mitigating cyclical fluctuations. It has a decisive role in the resource allocation process and in 
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the spending control process and, at the same time, represents an important economy stabilizer, contributing to 
economic and social development and to the development of society in general. Each state has its own system of 
economic and budgetary policies that is best suited to the necessities and opportunities in that particular country. 
As a result of the analysis of public spending for economic actions in Romania, it was noticed that 
between 1996 and 2008 it recorded quite low values, under the value of the baseline year, 1996. Its increase 
started in 2008, when it was 16% higher than in 1996, reaching a value 30 times higher than the one in the 
baseline year in 2011. The chain base indexes show an oscillation in spending for economic actions year on year, 
and the result of the regression was the fact that for a 1 million RON increase in economic spending, the real 
GDP of Romania will increase by 20.31 million RON.  
Regarding  the  type  of  budgetary  policy  adopted  in  Romania  by  the  government  authorities,  an 
inconsistency can be noticed. The longest period during which the same type of budgetary policy was maintained 
was 3 years, between 2007 and 2009, and the policy was pro-cyclical expansionist. There are also periods of 2 
consecutive  years  when  the  same  type  of  policy  was  implemented:  1999-2000:  Anti-Cyclical  Expansionist 
budgetary policy and 2010-2011: Pro-Cyclical Restrictive budgetary policy. 
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